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THE U. S$. ECONOMY- 


What Are Its Problems and Needs? 


We've made out pretty well since the end of World War IL. 
In fact the record of the American economy during these 
past few years has been a remarkably healthy one. 


And if we face up to the present situation with characteris- 
tic energy, determination, and belief in the future, there are 
plenty of good reasons why we'll presently be doing as well 
again, and better. 

Here’s the score since 1945. 


Production of goods and services has increased at an average 
of about three and one-half percent a year. 

Recessions, or reversals from the upward pattern of eco- 
nomic growth, have been minor and short-lived. During the 
thirteen years since the end of the War, most Americans as 
wage-earners, consumers, and owners of business and property 
—in other words, most Americans—have enjoyed marked 
economic gains. 

The one major blemish on the postwar record of the 
economy has been imflation—an increase in the general price 
level, with a corresponding decrease in what the dollar can 
buy. The prices of all goods and services have not gone 
up in equal proportions, but on the average the prices which 
consumers pay today are about sixty percent higher than they 
were on V-J Day, and almost twice as high as in 1940. Putting 
it another way, for each dollar we spend today we receive 
in return only about as much as could have been bought for 
63 cents in 1945, or for 50 cents in 1940. 

Inflation is not just a problem of the past. It looks as though 
it will keep on troubling us for quite some time to come. 

In recent months, however, even as most prices remain 
high or still tend to go up, what has captured our attention is 
the problem of recession. We worry over statistics concerning 
industrial production, levels of personal income and spending, 
and the number of unemployed. Proposed remedies or plans 
for recovery receive front-page headlines and get top billing 
when they turn up in the President's news conferences. 

What is the nature of the current recession? How bad is it 
likely to get? How long will it probably last? What is being 
done, and what else might be done, to bring about a rapid 
ea return to a pattern of full production and sustained economic 











































































































































































































growth? 


The answers to these questions are not simple, and on some 
points even the best-informed experts disagree. But the 
eventual answers all represent parts of a very vital issue which, 
Drawings by C. P. Meier as citizens of our democracy, we need to understand and to 
act on intelligently. 
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EARLIER UPS AND DOWNS, AND THE “LAISSEZ 
FAIRE” PHILOSOPHY 


Both the tendency toward ups and downs in the American 
economy and the unfortunate consequences of such fluctuations 
have long been recognized. Throughout our history as a 
nation we have been plagued with a recurring cycle of booms 
and busts—of periods of feverish economic activity, prosperity, 
and expansion followed by periods of contraction and economic 
decline. The evils of recession—unemployment, shrinking 
incomes and profits, and failure to achieve the benefits of a 
sustained pattern of growth—were of course lamented. But 
the existence of the business cycle was considered by most 
to be a natural part of the functioning of a free market 
economy, about which very little could be done. Brought up 
in the philosophy of “laissez faire,’ most people believed 
that the existence of a recession was not a matter for govern- 
ment intervention. Left to its own devices, without any 
interference by the government, the economy they hoped 
would cure itself of its temporary maladies. 

This “hands-off” attitude toward the problem of economic 
instability, however, was profoundly altered by our experience 
with the Great Depression of the "Thirties. In scope, intensity, 
and duration, the depression of the 1930’s was considerably 
more severe than anything we'd gone through before. At 
the depth of the depression in 1933, total production of goods 
and services had declined by more than thirty percent from 
the peak of 1929. During that same year, more than twelve 
million people seeking employment — approximately twenty- 
four percent of the country’s labor force — were unable to 
find jobs. Many who remained at work were employed on 
only a part-time basis. 

The severity of the Great Depression forced the govern- 
ment to do something about it. In an effort to provide relief 
for the unemployed and stimulate recovery in the private 
sectors of the economy, the Federal Government, through 
such emergency agetucies as the Works Progress Administra- 
tion, the Public Works Administration, and the Civilian 
Conservation Corps, undertook a host of public works (dams, 
roads, public buildings, and the like), and conservation 
measures. As part of its New Deal recovery program, the 
administration of President Franklin D. Roosevelt extended 
the scope of federal regulation and support into many other 
areas, including agriculture, wage determination, and banking. 

In spite of these governmental programs, many of which 
were hastily conceived and only partially effective, if that, 
the Great Depression was a lengthy one. It wasn’t until 1939 
that output in the economy finally reattained the level 
recorded for 1929. Only after World War II started did high 
levels of unemployment vanish from the American scene. 


A NATIONAL POLICY TO FORESTALL ECONOMIC 
DISASTER 


Toward the end of World War II, when the problems 
of transition from war to a peacetime economic footing were 





being debated by the Congress, there were many who feared 
that unemployment and depression might once again overtake 
the postwar economy. Convinced that it was imperative to 
forestall such a disaster and that the key to success in pre- 
venting depression lay in the government's adoption of effec- 
tive counteractive measures, many groups and individual 


legislators pressed for the enactment of legislation setting 
forth public policy concerning the problems of unemploy- 
ment and economic instability. The eventual outcome was 
the adoption of the Employment Act of 1946. 

This Act declares that it is the “continuing policy and 
responsibility of the Federal Government to use all practicable 
means . . . to promote maximum employment, production 
and purchasing power.” The Act also prescribes that the 
government shall take action “in a manner calculated to foster 
and promote free competitive enterprise.” The specific 
measures or approaches which the government should employ 
in fulfilling this mandate were not set forth, but the Act 
did establish a Council of Economic Advisers in the Executive 
Office of the President for the purpose of analyzing trends 
in the American economy and making recommendations to 
the President concerning policies “to avoid economic fluctua- 
tions or to diminish the effects thereof.” 





THE POSTWAR RECORD 

The much-feared recession failed to materialize in the 
immediate postwar period. Instead, high levels of produc- 
tion, of consumer spending and of employment prevailed. 
But what began to cause increasing worry among those watch- 
ing the economy was a continuing of inflationary pressures. 
As a consequence, during most of the postwar period, eco- 
nomists and government officials have been called on to 
devise measures for combatting inflation. This usually means 
curtailing the level of demand for scarce goods and services 
and checking the forces that bring about increased costs. 

Twice prior to the current recession, however, the postwar 
economy has suffered a mild slump. In 1949 and again in 
1954 there were periods of contraction in economic activity, 
with some attendant reductions in spending and increases in 
the rolls of the unemployed. In neither instance, though, 
did unemployment rise above six percent of the work force 
(as contrasted with a “normal” rate of about three or four 
percent, twenty-five percent in 1933), and within less than 
a year the course of economic expansion had been resumed. 

THE CURRENT RECESSION 

Early in 1957 there were scattered signs of another falling 
off in the pace of economic growth. In late 1957 and into 1958 
there has been ample evidence of a stubborn and increasingly 
severe recession. The wide range of statistics published by 
various branches of the government and by trade associations 
enables us to trace the scope and extent of this recession. 

Part of the story may be found in the figures relating to 
the output of goods and services, particularly in the industrial 
sector of our economy. Throughout 1957 American factories 
operated at a level below the peak registered in December, 
1956, and since August, 1957, industrial output has fallen 
off rather sharply to a level about twelve percent below that of 
December, 1956. The problem of idle factories is particularly 
severe in many of the industries which produce basic materials 
and durable goods (like furniture and automobiles). The 
steel industry, for example, is currently operating at a rate 
of only about 48 percent of capacity (as contrasted with 90 
percent of capacity a year ago), and the total production 
of motor vehicles during the first four months of 1958 was 
only about two-thirds that of the same four-month period in 
1957. 


Figures concerning the level of employment tell a similar 
story. More than 5,200,000 people are out of work. This 
amounts to over seven percent of the work force—higher 
than any corresponding figure during the past 16 years. Like 
lagging production, unemployment is particularly prevalent 
in certain manufacturing industries and is most acute in those 
parts of the country in which the production of steel and auto- 
mobiles is concentrated. 

Lower output and increasing unemployment have been 
accompanied by declining personal income. During April, 
1958, the incomes of all Americans added together amounted 
to an annual rate of approximately $338 billion, $10 billion 
lower than the peak figure recorded in August of 1957. 

If the current recession can be said to spring from a single 
cause, that cause is a decline in spending in several important 
sectors of the economy. During the months in which the 
recession was bred in 1957, businessmen, sensing at least a 
period of economic “readjustment,” cut back their supplies of 
merchandise and raw materials, failing to replenish stock 
items as they were sold or used up in the production process. 
In a further effort to play it safe, businessmen also pared 
down their plans for constructing new factory buildings and 
installing new equipment. Individual consumers, also un- 
certain about the future course of economic developments, 
contributed to the spending drop by buying less of certain 
types of goods, including automobiles, furniture, and ap- 
pliances. 

Cutbacks in spending are dangerous because they tend to 
mushroom. They are often based on expectations which take 
on the nature of “self-fulfilling prophecies.” When business- 
men or consumers expect a slump, they hold back their 








purchases, and as a consequence the anticipated decline occurs. 
Cutbacks in spending also mean lower incomes for the people 
who might have produced or sold the goods which remain 
unpurchased. These people—with lower incomes—in turn 
spend less, and so on, in what can rapidly become a vicious 
downward spiral. 


PROSPECTS FOR RECOVERY 


The conclusion which emerges from a study of the facts 
of the current recession, and from an investigation into some 
of its causes, is that the path to recovery is to be found through 











increased spending in various sectors of the economy. 

Just when the necessary increases in spending will occur, 
however, is open to debate. According to one view, which 
President Eisenhower has publicly expressed on several occa- 
sions, there is evidence that the low ebb has almost been 
reached. People sharing this conviction take encouragement 
from some indications that the rate of the decline seems 
to have slowed down in recent weeks. They predict that 


during the next few months a slow but steady recovery will 
take place. Others disagree, arguing that in the absence of 
strong and immediate anti-recessionary actions by the govern- 
ment we must expect things to get a good deal worse before 
they get better. 
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There is also considerable debate about ow the needed 
increase in spending will occur. Some people argue that it 
will come about in the natural course of events. Businessmen 
will reach the point when they must replenish abnormally 
low inventories and make needed improvements in their 
plant and equipment, and consumers will no longer put off 
their purchases, particularly if the price of the goods they 
want get lower in the course of the recession. Most experts, 
however, feel that we cannot afford to take the gamble that, 
in time, the recession will cure itself. They point with approval 
to the several counteractive measures which the government 
has already introduced. They often urge, as well, that addi- 
tional steps be taken. 


WHAT IS ALREADY BEING DONE 


There is no doubt in anyone’s mind about the strength 
of our economy and our ability to avoid the disaster of an- 
other Great Depression. We now understand the nature of 
economic fluctuations better than we did thirty years ago, 
and we are at least partially immunized against a serious 
depression by a variety of “automatic safeguards.” For example, 
our current social security and unemployment compensa- 
tion programs provide payments to help tide over many of 
the most serious victims of a slump, permitting them to con- 
tinue spending, at least for essentials. Another important 
prop for the economy lies in the fact that the purchase of 
goods and services by federal, state, and local governments, 
which now accounts for about one fifth of our total national 
product, will probably be maintained at high levels through- 
out the course of the recession. Furthermore, improvements 
in the regulation and support of our banking system, including 
the protection of individual depositors through the Federal 
Deposit Insurance Corporation, provide a guarantee against 
the danger that an economic downturn might be complicated 
by widespread bank failures, as happened in the 1930's. 

These “automatic safeguards” are currently at work, and 
the government has moved on other fronts to combat the 
recession. The Federal Reserve Board has taken steps to 
lower interest rates—to make it easier and less expensive for 
private individuals and businesses to borrow money from the 
banks. Easier credit, it is hoped, will encourage more spend- 
ing for new houses and factories and other purposes. 

As a further part of its anti-recessionary program, the Ad- 
ministration has also begun to step up the pace of a variety 
of spending programs. Orders & military weapons and 
equipment have been accelerated, and the Federal Govern- 
ment has also speeded up its placing of contracts for previously 
planned public works, including dams, roads, airport improve- 
ments, public buildings, and post offices. 


ARE OTHER MEASURES NEEDED? 


While opinion on the adequacy of current measures is 
sharply divided, there are many who feel that further steps 
to stimulate spending in the economy are imperative—and 
should be adopted soon. As additional stimulants, many pro- 
posals for both expanded governmental spending and tax 
cuts have been aired. 





Advocates of increased government spending point out 
the needs for better highways, for additional “rivers and 
harbors” projects, for federal assistance in school construc- 
tion, or for augmented national security programs. They 
suggest that embarking on such projects now would relieve 
unemployment and provide a much-needed “shot in the arm” 
for the economy. Recovery would be stimulated through in- 
creased demand for such items as steel, concrete, automotive 
and electrical equipment, and the like. 

Opponents of this approach to remedying the recession 
often question the desirability of the proposed projects and 
point out, in any case, that lengthy delays are usually involved 
in getting such programs under way. 

Advocates of tax cuts have come up with several different 
proposals.* Some suggest the immediate reduction or repeal 


of certain federal excise taxes, particularly the current 10 
percent tax on automobiles. The result, it is hoped, would be 
lower prices for new cars, with corresponding increases in 
consumer purchases. Others suggest more extensive reduc- 
tions, perhaps by as much as $5 billion, in the personal income 
tax. Such a step would put more money in the hands of the 
individual taxpayers and thus encourage increased spending 
for consumer goods. Still others support the reduction of taxes 
on corporate profits as a form of stimulus to business. 


Many are inclined to question the wisdom of tax cuts. 
They fear the resultant increases in the federal deficit which, 
even in the absence of tax cuts, is likely to be very substantial 
for this fiscal year. They are also concerned that tax reductions 
now would impair our ability to combat effectively the long- 
term danger of inflation. 

Proponents of tax reductions raise an important point in 
reply. Unless an upturn in spending is brought about very 
soon, they argue, the ultimate costliness of the recession, in 


terms of both lower production and eventual government 
deficits, will far outweigh any of the dangers which tax reduc- 
tions at the present time might involve. 

On the basis of the above arguments, and on what each of 
us has heard and seen on radio or television and read and 
studied elsewhere, what are our views, pro and con, on in- 
creased government spending, and on tax cuts? What other 
suggested remedies which we have noticed do we favor or 
disapprove of, and for what reasons? 


WHERE WE STAND 


The current recession is the most severe challenge which 
we Americans have faced since the War in our efforts to 
achieve the objective of “maximum employment, production 
and purchasing power.” 

While we are in a much better position than we were 
in the 1930’s to maintain economic stability through the 
adoption of sound counteractive measures, we still have many 
lessons to learn. The devising of new, more effective means 
for limiting the impact of recession, and for combatting the 
long-range danger of inflation, remains a top item on our 
agenda for prosperity and progress. 

We must also remember that the problem of economic 
instability, while of crucial importance, is by no means our 
only economic challenge. Additional problems in the fields 
of agriculture, foreign trade, labor, and developing and con- 
serving our natural resources remain very largely unresolved. 
Each of these problems is a vital issue.t Each merits careful, 
separate study. But we can note here that improvements 
in these areas will depend, in large degree, on our ability to 
combat fluctuations in economic activity. Success in minimiz- 
ing the impact of slumps, and in fighting long-term inflation- 
ary pressures, is the first prerequisite for success in these other 
fields. 


*For such a proposal, see the report, “The Challenge to America: Its Economic and Social Aspects,’ released by the Special Studies 


Project of the Rockefeller Brothers Fund in April, 1958. The Report presents a detailed picture of the nation’s present economic 
situation and discusses recession remedies. Copies may be obtained for 75¢ from Doubleday & Co., Inc., Garden City, N. Y. 


tMost of these subjects have been treated in VITAL ISSUES. List on request. 
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